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William F. Caton

Secretary

Federal Communications Commission
1919 M Street, NW

Room 222

Washington, D.C. 20554

Dear Mr. Caton:

RE: Ex Parte Notice, CC Docket No. 96-98
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On July 9, 1996, USTA representatives met with Jim Lande and Doron Fertig regarding
the FCC’s IDSS Model. USTA representatives included the undersigned, Rosemary Spell (Bell
Atlantic), Whit Jordan (BellSouth) and Howard Ware, Chris Cichoski, and Chienyo Fung of
NERA. At this meeting, the discussion centered around the points contained in the attachments.
These points were made in ['STA’s comments filed in the proceeding.

An original and one copy are being filed. Please include a copy of this filing in the

record of this proceeding.

cc Jim Lande (Industry Analysis Division)

Doron Fertig (Office of the General Counsel)
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Respectfully submitted,

Lo, Dheinend.

Keith Townsend
Director
Regulatory Affairs & Counsel




The IDSS Model -
A Critical Evaluation

National Economic Research Associates
July 8,1996
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Scope of the IDSS Model

Determinants of LEC Revenue by Category

End Users CLEC IXC
* Total Bill - * Facilities Based - *Bypass
Residual Unbundled
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The Big Picture of the IDSS Model: Many Important
Factors are Outside the Model
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The Model Oversimplifies the Telecommunications
Industry

e A single aggregate LEC masks different effects on real-
world LECs and produces a biased prediction of the total
industry effect.

* Does not explicitly model local interconnection or resale of
LEC retail services.

* Prices and market shares are not linked.
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Model Contains Numerous Arithmetic and Coding Errors
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Model is Sensitive to Assumptions with a High Level of
Uncertainty

Unknowable Fact

(Elallge in Assumption
and Resulting Effect on EBITDA

Spec 26 -- Business Local Rates First Year of CLEC
Competition

A decrease of 10% from -2.6% results in a loss of $1.5
biltion for the 1.EC

Spec 73 -- % CLEC Loops Provided With CLEC's
Own Facilities

An increase of 20% results in a decrease in LEC
earnings of $5.6 billion.

Specs 79 and 80 -- Percent of LEC “Total Bill”
Customers

Specs 117 and 118 - Total added L.EC marketing
expense when unbundled loops exceeds threshold:
Residence and Business

An increase of 10% starning m 1997 mcreases LEC
i carnings by $6 billion

I Anmuease()fﬁbllllun results i a4 $10.6 billion
decrease in LEC earmings.

Specs 119 and 120 -- Total added LEC marketing
expense it LEC share of “total bill" customer loops
exceeds threshold: Residence and Business

An increase to $5 billion from S:(rrcsulls in uv$10.8
billion decrease in LLEC earnings.

Base Case is the n/e/r/a base case. All changes in carnings are based on EBITDA for the ycar 2006,

Comsulting Economists
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..but the Model Shows Substantial Impact of Potential
Policy Decisions

 Base Case: Local and interstate toll competition in 1997
with reasonable interconnection policies.

e Scenario |: Cheap interconnection, resale and unbundled
loops.

e Scenario 2: Same as Scenario | with bypass of
terminating access.

e Scenario 3: CLEC purchases all network elements at low
TSLRIC.

e Scenario 4: Same as Scenario 3 with bypass of
terminating access.

Conswlting Ecomomisis
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Figure 1: Predicted Loss in LEC Lines from the Base

Case
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Figure 2: IDSS Forecast Changes in LEC Local Revenues
from Base Case
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Figure 3: IDSS Predicted LEC Toll Revenue Losses from
Base Case
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Figure 4: IDSS Predicted LEC Total Revenue Losses from
the Base Case
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Figure 5: IDSS Predicted Difference in LEC Operating
Expense from Base Case

LEC Operating Expense
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Figure 6: IDSS Predicted Difference in LEC Operating
Profits from the Base Scenario
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Figure 7: IDSS Predicted Losses in LEC EBITDA from

the base case

LEC EBITDA
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Figure 8: Potential Decline in LEC Equity Value from
Base Case

Percent Change
g

@ Scenario | @Scenano 2 [Scenario 3 W Scenario 4




Page 16

Figure 9: IDSS Predicted Loss in Revenue per Line from
the Base Case
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Summary of Specifications to Change for Scenarios 1 to 4
{Changes to USTA's Base Case Assumptions Regarding the FCC's IDSS Mode}}

Scenario .

Summary o FCC Spexifications 1997 1998 1999 2000 2001 2002 2003 2004 2008 2006
SPEC 0 | Proportion of Terminating Access Diverted 000%  0.00% 0.00% 000% 000% O000% 000% Q00% 000% 000%
SPEC 10 Markup on Unbundled Residential Loop 23952%  40.39% 4]28% 41354% 4126% -4221% 43.17% -44.i16% 44.53% 44.38%
SPEC 11 Markup on Unbundled Busiress Loops R30% -7.39% -2194% .30.92% -3465% -1578% -36.88% -37.95% -39.00% -4001%
SPEC 12 Markup on Vertical Services 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 9500%
SPEC 67 % of CLEC traffic at alternative rates 000% 000% 000% 000% 000% 000% 000% 000% 000% 000%
SPEC 68 Res CLEC Market Share 121% 478% 1096% 1602% 2479% 27.32% 2897% 3018% 3138% 31.38%
SPEC 69 Bus CLEC Market Share 499% 1677% 24.24% 3427% 3747% 3871% 3995% 4119% 4242% 43.04%
SPEC 72 % of CLEC loops served by CLEC swatches 2425% 33.95% 4149% 4765% 4922% S0.84% S5269% S461% 5337% 55.55%
SPEC 73 % of CLEC joops that are tacilities based 15.00% 1300% 1500% (500% i300% i5.00% 1500% !13.00% 1500% 135.00%
SPEC 76 9% of all loops that are LEC 10wl Bil! Res 2 71% 9R8L%  1442% 1563% 1605% 16.68% [733% [8.02% 1R69% 19.06%
SPEC &0 % of a] ioops that are LEC total 3:L 3u 269% § 5% TRRAG: 14639 15 6% 579%  1640% 7000 175%% 7 RR%
Scenario 2

Summan o CC Specifications 1997 199k 19%¢ 200¢ 2001 2002 2002 2004 2003 2006
SPEC € © Proporuon of Terminating Access Diverted RC00% BO.00% 8000% R0.00% 8000% 80.00% &0.00% RO.00% R300% 80.00%
SPEC 10 Markup on Unbundied Residential Loop 239.52%  80.39% 5128% 41.54% 4 206% 4221% ~4317% L4 16% 24 33% A8 W%
SPEC @1 Markup on Unbundled Business Loops 830% -7.39% -21.94% -3092% -3465% -35.78% -36.88% .37.95% -39.00% -4001%
SPEC 12 Markup on Vertical Services 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 95.00% 95.00%
SPEC 67 % of CLEC waffic at alternative rates 0.00% 000% 000% 000% 000% 000% 000% 0.00% 000% 0.00%
SPEC 68 Res CLEC Market Share 121% 478% 10.96% 16.02% 2479% 27.32% 28.97% 30.18% 31.38% 31.38%
SPEC 69 Bus CLEC Market Share 499% 16.77% 24.24% 3427% 3747% 3B71% 3995% 41.19% 4242% 43.04%
SPEC 72 % of CLEC loops served by CLEC switches 2425% 33.95% 4149% 4765% 4922% 5084% 526%% 5461% 5537% 55.55%
SPEC 73 % of CLEC loops that are facilities based 15.00% 15.00% 15.00% 15.00% 1500% 1500% 15.00% 1500% 1500% 15.00%
SPEC 79 % of all loops that are LEC total Bill Res 271%  984% 14.42% 1565% 16.05% 16.68% 17.35% 18.02% 18.69% 19.06%
SPEC 80 % of all loops that are LEC tota] Bill Bus 269%  9.54% 13BA% 14.65% 15.16% 1579% 16.40% 17.00% 17.59% 1788%
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Summary of Specifications to Change for Scenarios I to 4
{Changes to USTA's Base Case Assumptions Regarding the FCC's IDSS Model)

Scenario 3

Summary of FCC Specifications 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
SPEC 0.1 Proportion of Terminating Access Diverted 0009% 000% 000% 000% 000% 000% 0.00% 000% 0.00%  0.00%
SPEC 0 Markup on Unbundled Residential Loop -19.95% -2091% -21.87% -22.83% -2379% -2456% -25.34% -2611% -2643% -20646%
SPEC 11 Markup on Unbundled Business Loops 27.54% -32.09% -3733% -40.75% 4176% <4144% -41.11% -40.78% -4044% -40.09%
SPEC 12 Markup on Vertical Scrvices 0.00% 0.00% 000% 000% 000% 000% 000% 000% 000% 000%
SPEC 67 % of CLEC traffic a1 alternative rates 100.00% 100.00% 100.00% 100.00% :00.00% 10000% 100.00% 100.00% 100.00% 100.00%
SPEC 68 Res CLEC Market Sharce 6.00% (5.00% 19.20% 22.80% 2460% 2580% 27.00% 2820% 29.40% 30.00%
SPEC 69 Bus CLEC Market Share 10.00% 25.00% 32.00% 3800% 41.00% d4300% 4500% 47.00% 49.00% 5000%
SPEC 72 % of CLEC loops served by CLEC switches 2011%  2778%  3642%  4263% 46 39% 4R21% 49.97% $1.68% 5232% 3231%
SPEC 72 9% of CLEC loops “hat are taciivies based (500%  1300%  15.00% 15.00% 1500% 15.00% 1300% 15.00% 1500% i500%
SPEC 79 % of 2}l loops *hat are _EC ozl 311l Res 258%  §78% C308%  'a438%  160%9% 1703 T8I%  (853%  1923%  1045%
SPEC 8T % 07 al. ioops tal are 1EC towl Bil Bus D8%%  R40% 12439 TR820% 1220 144A8% 302% 15 32% 15 38% 1570%
Scenario &

Summary of FCC Specifications 1997 1998 1999 2000 200} 2002 2003 2004 2005 2006
SPEC 0.7 Proportion of Tenmunaung Access Divertec 800C% 80.00% 8000% R0O.00% 80OO00% R0.00% 8000% %0.00% 80.00% R0O00%
SPEC 10 Markup on Unbundied Residennal Loop 219950 -2091% -21.87% -22.83% -23.79% -24.56% -25.34% -26.11% -2643% -26.46%
SPEC 1) Markup on Unbundled Business Loops -27.54% -2209% -37.53% -40.75% 4176% 4144% 41.11% 4078% -4044% -40.09%
SPEC 12 Markup on Vertcal Services 000% 000% 000% 000% 000% 000% 0.00% 0.00% 000% 0.00%
SPEC 67 % of CLEC traffic at altcrnative rates 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
SPEC 68 Res CLEC Market Share 6.00% 1500% 1920% 22.80% 24.60% 2580% 27.00% 2820% 29.40% 30.00%
SPEC 6% Bus CLEC Market Share 10.00% 25.00% 32.00% 3800% 41.00% 43.00% 4500% 47.00% 49.00% 50.00%
SPEC 72 % of CLEC loops served by CLEC switches 2011% 27.78% 36.42% 42.63% 46.39% 4821% 4997% 51.68% 52.32% S5231%
SPEC 73 % of CLEC loops that are facilities based 15.00% 15.00% 1500% 1500% 15.00% 1500% 1500% 15.00% 15.00% 15.00%
SPEC 79 % of all loops that are LEC total Bill Res 258% 878%% 13.08% 14.38% 1609% 17.03% 17.83% 1853% 19.23% 1945%
SPEC 80 % of al} loops that are LEC total Bill Bus 255% B60% 1243% 1382% 1431% 1468% 1502% 1532% 1538% 15.70%



Attachment A

DOCUMENT OFF-LINE

This page has been substituted for one of the following:

o An oversize page or document (such as a map) which was too large to be scanned
into the RIPS system.

o Microfilm, microform, certain photographs or videotape.

L/d”other materials which, for one reason or another, could not be scanned into
the RIPS system.

The actual document, page(s) or materials may be reviewed by contacting an Information
Technician. Please note the applicable docket or rulemaking number, document type and
any other relevant information about the document in order to ensure speedy retrieval

by the Information Technician.



